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The Economy and Environment Program for 
Southeast Asia (EEPSEA) was established 
in May 1993 to support training and 
research in environmental and resource 
economics across its 9 member 
countries : Cambodia, China, Indonesia, 
Laos, Malaysia, Papua New Guinea, 
the Phitippines, Thailand, and Viet Nam . 
Its goal is to stre~gthen local capacity for 
the economic analysis of environmental 
problems so that researchers can provide 
sound advice to policymakers. 
EEPSEA Policy Briefs summarize the key 
results and lessons generated by EEPSEA-
supported research projects, as presented 
in detail in EEPSEA Research Reports. 
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A Study From 
Vietnam 
EEPSEA POLICY BRIEF· No. 200S-PBS 
The impact of trade 
liberalization on the 
environment is a key question 
for all developing countries 
and is the subject of a new 
EEPSEA study in Vietnam. It 
finds that trade liberalization 
in the country exacerbates 
industrial pollution at both 
the firm and industry level. 
The study was carried out -+ 
A summary of EEPSEA research report 2008·RRS 'The Impact of Trade liberalization 
and Industrial Pollution: Empirical Evidence from Vietriam' by Pham Thai Hung, Bui Anh 
Tuan and Nguyen The Chinh, c/o National Economics University, 207 Giai Phong, Hai Ba 
Trung Dist., Hanoi, Vietnam; Email: hungpt@neu.edu.vn 
"Trade liberalization in the country ••• 
by Pham Thai Hung, Bui 
Anh T uan, and Nguyen The 
Chinh, from Vietnam's National 
Economics Univers ity . The 
researchers do not call for trade 
restrictions. Instead, they 
recommend that th e 
environmen tal impact of any 
future trade reforms should be 
carefully conside red and th at steps 
should be taken to mitigate any 
potential negative effects such 
reforms might have. The 
researchers highlight heavily 
po ll uting industries and 
recommend that these should b e 
given priority in any clean-up 
programmes. The st udy also 
highlights key steps which can be 
take n to help reduce pollution, 
including the strict en forcement 
of environmental regulations. 
support to promoting 
information technology 
appli cation and techno logy 
advancement in the 
manufacturing sector. 
Liberalization and the 
:r Ir ment 
Vietnam has experienced 
impressive economic growth in the 
pas t 15 years . Th e li.beralizatio n of 
t rade and investment has been a 
key driver to thi s growth and has 
h elped catalyze the development of 
manufacturing industries. It is 
commo n ly recognized that th ese 
trade reforms have helped put 
Vietn am among the top two or 
three performers in the 
developing world. 
However, many of the export-
oriented industries that have 
emerged in recent years are h igh ly 
polluting. Moreover , Vietnam has 
relatively weak environmental 
regulations (relative to its main 
trad ing partners). These 
developments have therefore 
raised concerns over whethe r th e 
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Export and import: turnover and structures (1990-2004) 
Source: compiled from GSa Statistical Yearbooks 1995,2000, and 2004 
Notes: 
( I) Export values and shares refer to total exports including crude oil. 
(2) Ught manufacturing consists of garments, footwear, seafood (processed). 
handicrafts and other light manufacturing products, 
expansion of trade in Vietnam 
(and the associated foreign 
in vestmen t) has exacerbated 
environmental degradat ion. 
Questions are also being asked as 
to wheth e r any future trade-based 
economic development can be 
made more environmentally 
sustainable . 
T o h elp answer such questions, 
th is study assesses the impact of 
trade libe raliza tion in Vietnam, 
particularly on the coun try's 
environmental and natural 
resources . Previous studies have 
o n ly produced a partia l picture of 
the situat ion as they have mostly 
used data collected b y small- scale 
surveys or from case studies, Tn 
order to get a full picture of the 
e n vironmental impact of t rade 
liberalization , thi s stu dy looks at 
th e situation at both the firm and 
industry level - this a llows 
differences in impacts between 
indiv idual firms to be captured 
and also allows the examination of 
trade-environment l inkages at a 
countrywide leve l. 
Getting a Full Picture 
One distinctive feature of th is 
study is that its analys is is largely 
based on the raw data of the 2002 
Vietnam Enterprise Su rvey (YES) , 
This information has, unti l now, 
been only available on a very 
limited basis, The 2002 YES 
provides a r ich source of 
informatio n on firm - level and 
secto ral characteristi cs of 
Vietnam's manufacturing sector . 
This information includes 
financial and operational details , 
informatio n on export m arkets 
and details o f the application of 
information technology. The 
study uses this information to 
look at a sample of over 14 ,700 
manufacturing enterprises at both 
the firm and industry leveL 
EEPSEA Policy Brief . No. 2008·PBS 
exacerbates industrial pollution. " 
Pollution is used in the study 
as the key indicator of a firm's (or 
industry' s) impact on the 
environment. The World Bank's 
Industrial Pollution Projection 
System (IPPS) is used to make 
projections of the pollution 
produced by the manufacturing 
firms in th e study. The IPPS 
'converts' information on 
employment, output and other 
company information into a 
measure of pollution per unit of 
activity for a particular firm. 
A!; the trade -e nvironment 
li nkage is the key focus of this 
study, the research team goes to 
great lengths to gauge the extent 
to which each firm or industry is 
'exposed ' to t r ade - in other 
wOI·ds, the extent to which trade 
liberalization affects them. 
Weighted -average tariffs are used 
as a measure for trade exposure. 
Vietnam's tariff data is drawn 
from UNCTAD's Trade Analysis 
and Inform at ion System 
(TRAINS). 
Using this information about 
trade exposu re and pollution, the 
study analyses the relationship 
b etwee n th ese two issues. It also 
looks at the characte ristics of 
firms and industry sectors that 
a ffect this trade-e nvironment 
linkage. 
The Trade Effect 
Based on the data on water 
pollution , air pollution and toxic 
pollution projected using th e 
YES 2002 and the IPPS 
pollution coefficients, it is clear 
that industrial pollution is h eavily 
concentrated in the southeast, 
and Red River Delta in the north. 
Paper produ cts, basic chemicals, 
fertilizers , basic iron and steel, 
textiles and garments and food 
and beverage are found to be 
amongst the top polluting 
industrial sectors. Central-level 
State Owned Enterprises (SOEs) 
are a lso found to be a major 
contributor to industrial 
pollution. 
At a firm level it is clear that 
there is a negative relationship 
between trade protection and 
industrial pollution in all cases. 
O n average, a reduction of ten 
percent in the weighted average 
tariff produces an increase in 
pollution of between 0.21 to 0.33 
percent. It seems that this 'trade 
effect' is strongest with regard to 
air pollution and more modest 
with regard to toxic pollution. 
At an industry level , the trade 
protection-pollution effect is 
again found to be negative and 
significant. It was found that a 
reduction of ten pe rcent of the 
tariff faced by an industry (from 
the average level of protection) 
would lead to an increase of 
between 2.7 to 3.5 percent in 
pollution produced by that 
industr y. This indicates that 
industr ies that are subject to low 
tariff protection levels tend to 
discharge more pollution than 
indust ries that are subject to 
higher tariff protection levels. As 
with the firm-level results, the 
strongest trade effect at the 
industry level was observed when 
air pollution was assessed. 
Labour size , capital and the age 
of firms were all found to 
influence the amount of pollution 
firm.s produced. Controlling for 
other facto rs , an increase by ten 
percent in labour size raises 
pollution by between 2.5 and 4.4 
percent. This is slightly higher 
than the effect induced b y the 
sa m e increase in capital. The study 
also suggests , not surprisingly, that 
regulatory compliance is an 
important factor in the control of 
pollution. Furthermore, the study 
demonstl'ates that firms with a 
high level of information 
technology and other advanced 
technology are also less polluting. 
On average, firms that develop 
websites and use emails in daily 
business produce 9 to 15 percent 
less pollution than those without 
these applications. 
Industrial pollution levels by region (2002) 
Units: tonnes and percentage 
Source: estimated from the 2002 VES and IPPS 
Note: Water pollution includes BOD and TSS; air pollution includes 
502' N02, CO. VOe. TP. and PM.,; toxic pollution covers all toxic 
pollutants discharged to air. land, and water. 
The Trade· O fT Be tween Trade And The Environment - A Study From Vie tnam 
liberalizing Tariffs Increases 
Pollution 
The finding of this study leads to 
the co nclusion that the 
liberalization of ta riffs exacerbates 
industrial pollution in V ietnam 's 
manufactu ring sector. The 
environme ntal trade - off 
h ighlighted by the study shows that 
Vietnam is , in fact, in a similar 
s ituation to a number of other 
developing coun tries such as 
Bangladesh, Chile, India , Uganda 
and Argentina . In all these 
countries trade liberalization has 
been reported to exacerbate 
environmental degradation. 
On the basis of th ese findings , 
it is clear that recent trade reforms 
geared to liberalizing Vietnam 's 
trade r egime have exace rbated 
industrial pollutio n. This is 
worrying given the fact that 
Vietnam has recently become the 
150th vVTO member and furth e r 
trade libera li za tion commitments 
are now in the p ipeline . The 
question of how to respond to the 
study's findings is not an easy one . 
The researchers do not 
recommend that trade 
liberalization should be reversed. 
Instead they look at what sho uld be 
done to mitigate the negative 
effects tha t t rade liberalization has 
on the environment. 
Meeting the Challenge 
The researchers recommend that 
policy makers should be made 
aware of the negative 
environmental impacts of trade 
liberal izatio n. They highlight 
Vietnam's amended Law on 
Environmental Protection and the 
fact that the country has set up a 
framework for the introduction of 
pollution fees, sanct ions and 
incentives to reduce industrial 
pollution and encourage clean 
technologies. They note that , 
before these instruments can be 
effectively implemented, a 
number of strategic environment 
assessments need to b e carried 
out. The researchers recommend 
that when undertaking these 
assessments the appropriate 
authorities should bear in mind 
the potential impacts of trade 
liberal iza tion on the 
environment. 
The r esearchers also use their 
findings to highlight a number of 
key p o ints for policymakers 
invo lved in e nvironmental 
improvement projects. For 
example, they note that Vietnam's 
resources for industrial pollution 
clean up are limited. Because o f 
this, th ey suggest that clean - up 
wo rk should be focused on the 
highly polluting industries that 
their stud y highlights, namely 
EEPSEA is administered by Canada's 
paper products, fertilizers, basic 
iron and steel and basic chemicals. 
They suggest how industrial 
pollution control can be made 
more effective . In particular, they 
recommend the promotion of 
informatio n technology and 
technology advancement in the 
manufacturing sector as these wi ll 
bring environmental protection 
gains. They also recommend that 
more should be done to 
encourage firm s to comply with 
labour and environmental 
r egulations. 
In addition, the researchers 
conclude that industrial pollution 
control measures should be 
directed at ce n tral -level SOEs. 
They suggest that the SOE reform 
agenda currently being 
implemented in Vietnam should 
be continued and tha t 
environmental protection should 
be highlighted as part of this 
process. 
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